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LIFCHFIELD, CONN. 


The so often called “ill-fated” railroad 


pushing through the trader's 


they? A. T. & 


stocks are 


No-Man’s-Land, or 
S. F. 


aren't 
stands today (August 24) 17 points 
above the vear’s low, Coast Line about 10 
points up, Union Pacific about 15 points 
about 4 


bottom. 


up and Southern Pacitie points 


When 


friends of mine who stopped trading in 


higher than this year’s 
disgust years ago tell me there ts nothing 
in it any more, I take satisfaction in rub 
bing it in about the rails. You would do 
a service to me and others if you pub 
lished more facts and deductions about the 
improved railroad situation, 


c.. ¥. &. 


BOSTON, MASS. 


foo many tactors enter into estimates 


of national income and. the disposal ot it 
to make any calculation, in my opinion, 
hardly better than a rough one. It would 


he possible to tear apart the table headed 


“Use of 1942’s Estimated Savings Out O! 
Our Disposable Income” in your article 
this month (July) and show that som 


items ditler considerably trom estimates by 
What 


interested me was the likelihood contained 


other commentators. Let that yo. 
in the comment, although not directly ex 
pressed, that the great mass of old personal 


While 


people are paying of} debt, they are out otf 


debt might be paid off this vear. 


the market lor an equivalent amount ol 


goods and services. But when the debt 


account 1s reduced to a minimum and 


this might be accomplished this year by 


_ > Letters to the editor, in whole 


discussion of investment, economic and general financial subjects of public interest. 


means of higher than normal incomes, 
what may be expected of the prices of mer 
chandise next year? It seems to me that 
apprehension of inflationary tendencies is 
as yet only a shadow of what may appear 
in 1943, 


AF. R. 


LAMBERTVILLE, N. J. 


.My investments are in these stocks 
(seven issues listed on the Stock Exchange 


were named), What is your opinion of 


them as investments for a person who is 


now able to resume buying a little from 


time to time after some years of about 


Would you acquire 
(Tin 


 — - 
break-even farming 


more of the same? EXCHANGE $ 


function does not include investment coun 
sel work, a professional task for broker or 
independent counsellor) Dividends 


being paid now are less on four of the 


stocks than last year. But 1 am not dis 
turbed by dividend changes in these times, 
vith a war on. | have always tried to 
buy into companies that have gone right 
along for fitteen or twenty years or more, 
and that is why I hope | would be on the 
right track by getting SOME shares of those 


same. stocks, 


Pi., By. 


EATONTOWN, N. J. 


A court of law has ordered a couple ot 
oficers of a company to pay into the com 
pany’s treasury profits which they made on 
personal ventures in the company’s securt 
ties; or at least this is the purport of a 
news article I saw in my paper a few days 


ago. Thus, a section of the Securities Ex 





or in part, are presented here as a contribution to current 


change Act is upheld—teeth are added to 
a statute intended to restrict: speculation 
by “insiders’—the hand-writing on the 
wall is made easier to read. The w riting 
says, in effect, “Under present laws direc 
tors and others supplied with close knowl- 
edge of their company’s affairs must be 
shackled 
make a personal profit by freely buying 


And 


stock market people are still to be found 


they must not be permitted to 
and selling the company’s stock.” 


who look tor a return of the active deal 


ings of the 1920's. 


AUBURN, N. ¥. 

Your article showing that excess profits 
as indicated for 1942 earnings (but not yet 
mandated by Congress) would leave little 
tor necessary reserves in case ol many cor 
porations raised a question in my mind. 
Estimated remainders of earnings after 
taxes would, in truth, be small, but should 
it be essential for a large group of com 
panies to provide extensively for possible 
declines of inventory values when heavy 
production declines? Materials of wide 
variety are being fabricated and sold with 
such speed that top-heavy inventories are 
As to raw 


material companies like the coppers, oils, 


unlikely to be accumulated. 


etc., government and lend-lease demands 
apparently are absorbing the output as 
rapidly as it can be mined. The matter 
of inventories is governed by the character 
of each corporation’s business—a fact of 
considerable importance to investors in 


stocks. 
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Like Laws of The Medes and The Persians 


HE fundamentals of investment, 

although affected by the primary 
demands of war financing, remain un- 
changed. Diversification, marketability, 
balanced assets, averaged income—these 
basic forces retain as much weight as 
ever before in the calculations of the 
managers of investment funds. It is 
widely recognized, however, that they 
have less room for exercise than was 
the case a few years ago. 

“Since Pearl Harbor,” said Harry 
Cole Bates, general counsel of the Met- 
ropolitan Life Insurance Company, be- 
fore a meeting of the American Bar 
Association in Detroit a few days ago, 
“more than 85 per cent of all new in- 
vestments (of life insurance companies) 
have been made in United States or 
Canadian Government bonds. In some 
companies the figure is well over 100 
per cent of the increase in assets, Since 
the beginning of the war United States 
life insurance companies have made a 
net investment of $2,900,000,000 in 
United States Government bonds. Of 
this investment approximately half, or 
$1,500,000,000, has been made since our 
entry into the war on December 7. This 
tremendous contribution to the war 
effort may be expected to continue for 
the duration.” 


Life insurance statistics disclose that, 


based on a monthly average, premium 
payments, from December 7 to the end 
of August were in the neighborhood 
of $3,000,000,000. Deducting payments 
to beneficiaries the equivalent of 
about 68 per cent of paid-in premiums 
. . and $960,000,000 remains. The in- 
vestment of $1,500,000,000 during this 
period would, therefore, equal approxi- 
mately 156 per cent of the net premium 
money inflow. Stull Mr. Bates’ review 
indicated that something under 15 per 
cent of all new investments were di- 


versified. 
Varied Portfolios 


Generalities would be the result if a 
reply were sought to such a question 
as this: how far should the investments 
of a portfolio be diversified among other 
securities when the needs of the Gov- 
ernment are paramount? It is doubtful 
if the authorities responsible for the 
direction of any fund of securities could 
give a precise answer, to be adhered to 
rigidly. Outside of life insurance com- 
panies, savings banks, and many fiduci- 
ary accumulations of investments, there 
are numerous funds which have more 
leeway in making selections; besides, 
their purposes vary widely. While pro- 
tection of principal is the first consid- 


eration, some place the matter of in- 


come as a close second, others seek cap- 
ital appreciation earnestly and shape 
their management decision to this end. 

The answer from portfolio managers 
other than those governed by fiduciary 
considerations solely would probably in- 
dicate that a “high percentage” of the 
capital was being invested in Govern- 
ment issues; or that money was being 
invested “heavily” in war bonds. Diver- 
sification would still be a shibboleth. 
But the view would be unanimous that 
field of 


stantly more restricted. To 


the diversification was con- 
support 
this contention — significant _ statistics 
would be brought forward, such as 
these: 
In the first seven months of 


1942, 
issues of new corporate — securities 
amounted — to $527,000,000, compared 
with $427,000,000 in the corresponding 
period of 1941. Of these $41 1,000,000 
consisted of bonds and only $116,000,000 
stated par, of preferred and common 
stocks. Obviously, for a nation which 
has absorbed in active years of manu- 
facturing and trade new financing at 
monthly rates between $325,000,000 and 
$400,000,000, current meager offerings 
mark a stage of evolution which, while 
dating far back into a prolonged busi- 
ness has become 


depression, phe- 


nomenal. 








To the United States if 1900 or 1910 
Or 1920, or even 1935, the present situa- 
tion would have presented a paradox, 
or a problem in the fourth dimension. 

At a time when production is pro- 
ceeding on an unprecedented scale in 
many directions, private financing of 
production through the use of “new 
money” has declined to a dribble! 

At a time when billions of dollars of 
institutional and private resources call 
more insistently for investment than 
during any of the ten years prior to 
Igg1, New corporate securities are no- 


table for their scarcity! 
Product of War 


The fact of vastly diminished private 
financing might superficially be made 
chargeable to the war, which is, of 
course, a factor... but the drift was 
evident long before America entered 
the conflict. Urgently and rightly, in- 
vestment money is being funneled into 
the Treasury from all over the land, 
from large and small sources, in a stream 
which must be unending until victory 
is attained. The cash demands of a 
global war are so great that all surplus 
of individual incomes, all surplus of 
corporate earnings could be invested in 
Government securities and still the ag- 
gregate would not be sufficient to fi- 


nance America’s commitments in the 


conflict. Billions must be borrowed. 
Billions must be lent to the Govern- 
ment. The money must come from 


earnings and capital, in part from cap- 
ital represented by portfolios which, at 
the same time, are impelled by logical 
investment considerations to seek rea- 
sonable diversification. 

Where is diversification to be found? 
Too much could be said about reasons 
why new financing has declined to be 
set down in the space here available. 
The fact exists and cannot be avoided. 
It is especially momentous to portfolios 
whose managers are in position to ex- 


ercise broad selection among both bonds 


New A. 


S. E. F. Head Scans Tasks 


To Be Carried On 


woe duties continue to draw 
prominent figures away from 
the securities market scene, resulting in 
the rise of new leaders. 

James F. Burns, Jr., is retiring on 
October 1 as President of the Associa- 
tion of Stock Exchange Firms, to be 
commissioned a captain in the Special- 
ist Corps, U. S. A. Governors of the 
Association, meeting in St. Paul, Minn., 
on September 14, elected John Lindsay 
Clark, of 


in office. 


New York, to succeed him 


A former cost accountant for a steel 
company, later a financial writer and 
brokerage house statistician, Mr. Clark 
has been a Stock Exchange firm part- 
ner since 1927. 

“Those of us who, for one reason or 
another, cannot enter the forces of our 
country,” he said, after his election, 
“must carry on the work and _ policies 
of the Association. Much has been done 


and much remains for us to do. I feel 





and common stocks. Sooner or later, 
the market for new private capital may 
be expected to grow broad and active. 
But in the meantime? 

The solution lies among such massed 
rosters of seasoned securities as are 
lodged on the New York Stock Ex- 
change. Considered by too many, too 
long as vehicles of speculation, the stocks 


1 


of long-established, well-managed cor- 


porations have acquired an_ altered 


status in these times. They exist, along 
with a host of corporate bonds. Their 
records extend far back into peace and 
war. Their performance in war and 


peace may be examined minutely. 


Among them selections may be made 
of every department of American in- 
dustry, for investment in credit stand- 
worth and demonstrated 


ing, assets 


earning power in normal times, 


that anyone in Wall Street who comes 
into contact with people from financial 
centers outside of New York recognizes 
the advance in good public relations 


which has occurred as the result of the 





John Lindsay Clark 


efforts of Mr. Emil Schram and of the 
Association of Stock Exchange Firms. 
There is less of a disposition than for- 
merly prevailed on the part of the man 
from outside New York to regard him- 
self, so far as the Stock Exchange is 
concerned, as an outsider looking in at 
a charmed circle. 

“To a large extent, the fair represen- 
tation of men from outside New York 
on the Board of Governors of the As- 
sociation, and the Association’s policy of 
holding many of its Board meetings in 
cities other than New York, account 
for this change. Nor should we over- 
look the fact that at the time of these 
Board meetings in other cities, Gover- 
nors of the Association who are patt- 
ners in Wall Street firms are becoming 
in cities over the country friendly with 
local bankers, 


merchants, newspaper- 


(continued on page 10) 
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EGUN experimentally as a service 

to large holders of relatively in- 
active stocks, secondary offerings and 
special offerings of listed issues on the 
New York Stock Exchange have, in a 
short period, become institutions, sup- 
plementing the auction market. 

The machinery employed in both 
operations is now generally understood 
by investors. But, to describe it for 
the purposes of this discussion— 

A secondary offering of a block of 
stock or bonds involves dealer activities 
in a listed issue outside the Stock Ex- 
change, generally after market hours. 

A special offering employs the regu- 
lar brokerage mechanism on the Stock 


Exchange itself, during market hours. 
Without Commission 


In both instances, the price is usually 
that last established in the open mar- 
ket, and purchasers acquire the stock at 
a net price, i.e, without payment of 
commission. 

Sellers of securities, under either 
method, are less concerned about the 
mechanics of these operations than with 
results. The public buyers are con- 
cerned with quality, price and avail- 
ability of the securities offered. True, 
securities offered “secondary” or “spe- 
cial” are often obtainable in the auction 
market. They may have been obtain- 
able on the Stock Exchange at lower 
prices during preceding weeks. Sellers 


who would be content with the current 





Conference of Executive Committee of a 
$10,000,000 “Management-Type” Investment Trust 


Chairman: We must decide about, 
those 5,000 shares of Hinterland Steel 
& Iron common in our portfolio. With 
today’s market around 62, the block is 
worth more than $300,000—too high a 
ratio to the entire fund, too much 
money in a single situation. 


Vice-Chairman: Agreed. All or a large 
part of the lot should be sold soon and 
the proceeds diversified. I am afraid, 
though, that as many as 3,000 shares 
of Hinterland sold quickly in the pres- 
ent thin market for it would depress 
the price 3 or 4 points, possibly more. 


Member: I think you are right. Yes, 
that investment is frozen for the time 
being. Suppose we pass on to that block 
of 4,000 Anaconda Copper—. 


Chairman: No, we have to do some- 


thing about Hinterland. It keeps the 
fund out of balance. Discretion makes 
it necessary to take action without more 
delay. 


Vice-Chairman: Why not consult our 
brokers about it, to see whether a sec 
ondary or a special offering on the Ex- 
change could be made of say, 3,000 
shares? 


Member: It would be a rather expen- 
sive operation, wouldn't it? 


Vice-Chairman: At 62 or thereabouts— 
oh, $1.00 or $1.50 a share commission, 
perhaps. Not too much these days to 
“untreeze” so large an investment at a 
set price. 


Chairman: Your suggestion may solve 
the problem. We'll take the matter up 
with the brokers. 


market price are always able to dispose 
of a substantial “line” of stock in the 
Stock Exchange auction market, pro- 
vided that time is not the sole primary 
consideration. The market price of any 
security will, of course, vary from day 
to day, supply and demand being what 
they are. It happens, however, that 
time is of first importance to many 
large institutional holders, executors of 
estates, managers of endowment funds 
and the like. 

In the imaginary conference recounted 
on this page an effort has been made to 
picture in words the factors of time, 
price and methods which engage the 


attention of many responsible managers 


of investments when conditions require 
the prompt liquidation of a substantial 
block of securities. A conference of 
co-executors of an estate with inheri- 
tance taxes to pay could be presented 
in much the same fashion; or a meet- 
ing of the finance officers of a univer- 
sity who are seeking a greater diversi- 


fication of endowment investments. 
Sources of Offerings 


Information obtainable about the 
sources of special and secondary offer- 
ings this year to date indicates that at 
least 20 per cent of them were for the 
account of estates. A number have 


(continued on page 15) 
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HAT effect’ will industrial 
changes during a war economy 

have upon the composition of university 
and college investments? Will the trend 
of recent years toward increased hold- 
ings of common stocks rise or fall? 
The questions arise when a recently 
issued study of college portfolios, pre- 
pared by the American Council on Ed- 
ucation, is examined. The drift toward 
common stocks was notable among in- 
stitutions with the largest endowments 


(over $15,000,000 each) from 1938 to 


1940, inclusive. It was less pronounced 
in 1941 as compared with the preceding 
three years but still continued. The 
percentage of equities in the portfolios 
of eight institutions in the upper strata 
as of June 30 each year was as follows: 
1935 . . . 23.3 per cent; 1939 .. . 24.8 


per cent; Ig40 ... 29.3 per cent; 1941 


DISTRIBUTION OF ENDOWMENT 








Distribution of Investments 





3onds = a 

Preferred Stocks 

Common Stocks a ae ee aks 

Mortgages (including real estate bonds 
and stocks ) 

Real Estate oe ae ee ee 

Investment in institutional property 

Personal loans and notes oe cant 

Endowment funds loaned to other funds . 

Other hae 

Uninvested cash 

Total investments . 

Income of total investments 

Average rate of return 





. 30.9 per cent. As compared with 
17.4 per cent in 1937, it is seen that the 
later years marked a material alteration 
of collegiate point of view toward equity 


holdings. 





The general trend is toward a de- 
crease of holdings of bonds and 
mortgages, and increases in preferred 
stocks, common stocks and real es- 
tate. In utility holdings, bonds have 
decreased, while stocks have in- 
creased. In industrials, bonds have 
decreased, preferred stocks have in- 
creased, while common stocks have 
decreased or remained fairly con- 
stant. Institutions are still liquidat- 
ing rail bonds, but there has been 
an upward trend in rail common 
stocks. This may be due to the re- 
ceipt of new issues of stocks in re- 





Tendencies of 
Colleges Endowment Fund Investments 


organization procedures or to the 
purchase and classification of de- 
faulted bonds as common. stock. 
Government bond holdings are di- 
vided as follows: Federal 6.3 per 
cent; municipal 2.7 per cent; Cana- 
dian and foreign 1.1 per cent of the 
holdings of all institutions. Insur- 
ance stocks compose 1.5 per cent, 
and bank and other financial invest- 
ments 1.6 per cent of all portfolios. 
—Study of Endowments of 120 Col- 
leges and Universities as of June 
30, 1941, by American Council on 
Education, 
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Under 2 millions 
ee 


The seats of learning with the larger 
idowments have been more partial to 

common stocks than have those with 
ialler funds to manage. 

Eighteen institutions with compara- 
vely small endowments (less than 
52,000,000 each) had only 11.9 per cent 
of their funds in equities in 1938, 13.7 


vestment philosophy since the United 
States became an arsenal for much of 
the world. Nor is it possible to read 
into the slowed-down investments in 
equities during 1941 any implications 
about the effect of rising corporate tax 
schedules on the plans of portfolio man- 


agers. The Council’s survey reveals in 


“For some years we have believed that 
the best protection for our funds and 
for our budget is to have a reasonable 
amount of diversification in the highest 
grade securities. We have not tried to 
meet the inflation question head-on, as 
we believe that at the moment there is 


no answer to it. We are not increasing 


FUNDS OF 120 INSTITUTIONS ACCORDING TO CLASS OF INVESTMENT—IN THOUSANDS OF DOLLARS 


Endowment Invested 





2 to 4 millions 


4 to 6 millions 


6 to 15 millions 


Over 15 millions Totals 














per cent in 1939, 15.7 per cent in 1940, 
and 16.5 per cent in 1941. 

The “middle ground” institutions, 
with endowments of $2,000,000 to $15,- 
000,000, were larger holders of equities, 
percentage-wise, at the start of the four- 
year period, than the other groups. In 
1937, 20.3 per cent of their funds was 
invested in common stocks, against 17.4 
per cent for colleges in the upper 
brackets, and 8.4 per cent for those in 
the lower group. They had increased 
these holdings to 27.6 per cent by 1941. 

The $15,000,000-plus institutions de- 
creased their bond holdings from 51.1 
per cent of total portfolio value in 1938 
to 40.9 per cent in 1941; the next in 
size ($2,000,000 to $15,000,000) lowered 
theirs from 48.9 to 42.1 per cent; and 
schools with less than $2,000,000 endow- 
ment reduced their bonds from 20.9 to 
17.9 per cent. 

The foregoing records do not, of 
course, reflect the course of college in- 


its textual material, however, that com- 
ment received from individual schools 
was of more recent origin than the sta- 
The 


institution supplied these observations: 


tistics. financial officer of one 


Per Per Per Per Per Per 
Amount Cent Amount Cent Amount Cent Amount Cent Amount Cent Amount Cent 
$ 9,308 23.4 $18,794 26.6 $23,795 30.5 $85,457 38.6 $338,390 36.8 $475,744 35.9 
3,023 8.3 5,977 8.4 6,673 8.6 28,499 12.9 94,262 10.3 138,434 10.4 
6,826 18.8 14,448 20.3 16,564 21.3 58,415 26.4 232,425 23.2 329,008 24.8 
5.452 15.0 10,469 14.8 8,539 11.0 13,016 5.9 59,276 6.4 96,752 7.3 
5,398 14.9 12,085 17.1 11,854 152 20,343 9.2 148,583 16.2 198,263 14.9 
1,941 5.4 359 5.0 4,885 6.3 3,720 ie 18,463 2.0 32.564 2.4 
261 0.7 665 0.9 370 0.5 303 0.1 2,821 0.3 4,420 0.3 
950 2.6 1,587 22 520 0.7 620 0.3 2,940 0.3 6,617 0.5 
237 5.9 1,582 22 435 0.6 4,495 2.0 6,450 0.7 15,099 LJ 
987 pa | 1,822 ye: 4,138 73 6,495 2.9 16,221 1.8 29,663 2.4 
$36,283 100.0 $70,984 100.0 $77,773 100.0 $221,363 100.0 $920,161 100.0 $1,326,564 100.0 
$ 1,508 2,701 $ 2,885 $ 8,599 $ 38,369 $ 54,062 
4.16 3.80 3.71 3.89 4.16 4.07 


our purchases of common stocks at this 
time, and our policy as to selection 
has been based on diversification and 
quality. We have not made any drastic 


(continued on page 10) 
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Years 

1926 . 
1927 . 
1928 . 
1929 
1930. 
1931 . 
1932 . 
1933 . 
1934 . 
1935 . 
1936 . 
1937 . 
1938 . 
1939 . 
1940 . 
1941. 





TOTAL ENDOWMENT FUND INVESTMENTS OF 45 INSTITUTIONS, 
DOLLAR INCOME, AND RATE OF RETURN 1926-1941 


(In millions of 
dollars) 


Actual Dollar 

Income (In 

thousands of 
dollars) 


rincipal 


Rate of Return 


$372 $19,177 5.14 
408 21,427 2 
449 23,164 ps is. 
493 29,1357 5.08 
546 28,263 5.16 
572 30,156 5.27 
575 29,255 5.06 
572 26,290 4.58 
570 25,032 4.39 
565 25,047 4.42 
588 25,661 4.36 
619 27,684 4.46 
645 28,479 4.40 
651 28,145 4.30 
653 28,924 4.42 
682 30,243 4.43 
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100 Percent 


Participation In The 


Greatest Of Causes! | 


It is a source of special pride to us that most of the great | 
industrial enterprises which are producing the materials for | 
the prosecution of the war are listed on the New York Stock | 
Exchange. As a matter of fact, all of our listed companies | 
are contributing substantially to the war effort, either in the | 
manufacture of goods or in supplying necessary services. And | 
may I add that the members and member firms of the New | 
York Stock Exchange are, as in past wars, lending valuable | 
assistance in many ways, but, particularly, in the sale of the | 
Government’s securities for the financing of the war. | 


The record of American industry, in the nine months since 
Pearl Harbor and during the previous period of preparedness, 
speaks for itself—and most eloquently. This record, I believe, 
is without parallel. I have said repeatedly—and my convic- 
tion is strengthened daily—that the performance of American 
industry, business and finance during this war would be one 
of such magnitude, such efficiency and such patriotic devo- 
tion, that any attempt to discredit our system or to under- | 
mine it, would be rejected by a nation gratefully aware of the 
productive miracles that have been achieved. This perform- 
ance has completely confounded the enemies of our system. 


We have had an inspiring exhibition recently in the appli- 
cation of mass production techniques. We have seen our 
enterprise system convert itself, voluntarily, cheerfully and 
speedily to war requirements. This conversion, mind you, | 
was accomplished without Government dictation, although 
all units of our system have willingly become the servant of 
the Government in thisemergency. The demands of a nation 
at war have imposed tremendous responsibilities. That these | 
responsibilities have been brilliantly discharged is questioned 
nowhere. The country accepts this fact with a new appreci- 
ation of what our great industrial machine represents. 


All of us have watched, with some astonishment, no doubt, 
the disappearance of many apprehensions and _ suspicions 
which were widely entertained not so long ago. This is one 
of the most gratifying results of our productive effort. | 
venture the prediction that when this war has ended, the 
demagogue will have lost a large part of his stock in trade. I 
can also see the more adroit enemies of our economic system 
being deprived of much of their ammunition. 


Extracts from address by Emil Schram, President of the New York Stock 
Exchange, at a dinner of the Association of Commerce, St. Paul, Minn., in 
honor of the Governors of the Association of Stock Exchange Firms, 
September 14. 




















THE LAW OF DIMINISHING 
SEEMS ON THE VERGE OF 
(,OING INTO ACTION 


By OLIVER F. WADSWORTH 


A° the capacity of industry to pro- 
4 duce reaches flood tide, the Gov- 
ernment will experience a decline in 
tax revenues if, at the same time, wages 
are continually increased. This decline 
will reach tremendous proportions if 
the tax bill recently passed by the 
House of Representatives is adopted. 
The lack of recognition of this factor 
on the part of politicians and law mak- 
ers has brought us to the very doorstep 
of the law of diminishing returns. 
Workers for the “Little Steel” com- 
panies have recently been granted a 
minimum increase in wages of 44 cents 
a day, or approximately 5 per cent, by 
the War Labor Board. 


tions are that other increases will be 


The implica- 


granted in the future in order to keep 
pace with rising living costs. The tax 
bill passed by the House and now under 
consideration by the Senate calls upon 
industry to pay over to the Government 
45 per cent of normal earnings and go 
per cent of earnings arising from war 
business. If this bill is passed and fur- 
ther wage increases are permitted, the 
Government will be promoting two fac- 
tors it is trying desperately to avoid, 
namely price inflation and declining tax 
receipts. 

How is it possible for tax receipts to 
decline when tax rates are so much 
higher? The answer to this question 
lies in the effect of increased wages at 
a time when other elements of price are 
being controlled and capacity produc- 
tion is being reached. Furthermore, the 
Government is setting the stage whereby 


increased funds will be put into the 


hands of those who are most apt to com- 
pete with it in the purchase of com- 
modities urgently needed for the war 
effort. 


Impact of House Taxes 


In order to understand these probable 
developments it is first necessary to vis- 
ualize the effect of the House tax bill 
on corporate earnings. Take, for ex- 
ample, the steel industry which for some 
time has been operating at capacity 
levels. Shipments are not likely to in- 
crease to any marked degree over those 
witnessed in the last three months of 
1941. During that period, the net earn- 
ings before taxes of one of the largest 


members of the industry amounted to 


Total Revenues 

Wages ° . . . 
Other expenses except income tax . 
Net before taxes . 

Excess profits base 

Balance subject to E.P.T. . 

E.P.T. at 90 

Balance of excess earnings : 
Bal. subject to normal and surtax . 
Normal tax at 24 

Bal. subject to surtax 

Surtax at 21 Pe 
Balance of normal earnings . 
Balance of excess earnings 

Net earnings after taxes 


RETURNS 


about 11.4 per cent of gross revenues, 
and wages amounted to approximately 
37.7 per cent. The excess profits base 
used in computing income taxes during 
the year amounted to roughly 20 per 
cent of the net before taxes, 

The realm of corporate taxation has 
never been the most simple subject to 
discuss, but in order to show what is 
happening let us take a hypothetical 
company whose net before taxes is as- 
sumed to be $10,000,000, Through the 
application of the above ratios, and the 
provisions of the House tax bill, let us 
reconstruct its position, first on the bas’s 
of wages existing prior to the increase, 
We will 


cut unimportant corners for the sake of 


and second after the increase. 


simplicity and assume (1) that the 
House bill is in effect; (2) that because 
of capacity levels volume will not in 
crease and (3) that fixed selling prices 
will permit no increase in dollar volume. 
Our calculations produce the following 
results: 


Under With 
Old Wages Wages up 5 
$88,000,000 $88,000,000 
33,200,000 34,860,000 
44,800,000 44,800,000 
10,000,000 8.340.000 
2,000,000 2 000,000 
8,000,000 6,340,000 
7.200.000 5.706.000 
800,000 634,000 
2,000,000 2.000.000 
480,000 480.000 
1,520,000 1,520,000 
319.200 319,200 
1,200,800 1,200,800 
800,000 634,000 
2,000,800 1,834,800 


Summary of Taxes Paid 


Excess Profits Tax 
Normal Tax 
Surtax 


Total Tax . 


$ 7.200.000 
480,000 
319,200 


$ 5.706.000 
480,000 
319.200 


$ 7.999200 $ 6505,200 


(continued on page 14) 














WEST COAST ANALYSIS OF EARNINGS | 
OF CORPORATIONS LISTED ON NY.S.E. |} 


By Sidney P. Allen, Financial Editor, The San Francisco Chronicle ' 





N | OW that the returns for the first 
half are mostly in, the corporate 


picture is not entirely discouraging to in- 


vestors. It’s true that the tax collector 
cut a wide swath, but the prophets of 
gloom have not seen their full anticipa- 
tions realized. 

Major corporations are still making a 
profit—and all things considered it isn’t 
a bad profit from some aspects, There 
are at least some bright spots to help 
offset the dark ones. And looking ahead, 
the prospects are not entirely on the 
doleful side. 

Group Statistics 

Steel companies, we know, showed a 
decline of over 40 per cent in earnings 
as compared with the first half last 
year. In the face of record production 
this is a drastic cut, to say the least. 
However, it must be told that only one 
group of companies, the autos, was hit 
harder. That group showed a decline 
in earnings of 51 per cent. 

All other 


fared better. And the auto drop can be 


classifications by groups 


partly explained by the fact that some 
companies had not finished conversion 


from peacetime to wartime production. 
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General Motors and Chrysler were two 
examples of this. 

The average decrease in earnings of 
19 different classifications of companies, 
compiled by Tue Excuance Macazing, 
Was slightly under 20 per cent, In the 
first half of last year, of course, all but 
one of the groups scored better earnings 
than in the like 1940 period. 

Higher taxes and higher costs, then, 
are taking their toll this year. But, as a 
place for investment the stock market 
is by no means entirely bleak. There 
are a number of seemingly valid rea- 
sons why. The first half last year, be 
it recalled, was unusually good. Going 
forward from that point, here’s some of 


the evidence on the brighter side. 





Sidney P. Allen 


The Dow-Jones Industrial averages 
are today selling at just about the book 
value of the 30 industrial stocks used 
in the average. And book values are 
mostly substantially below possible re- 
placement costs of the company assets. 

Local analysts point out that this 


means there is practically no “water” 


BUSINESS AND MARKET SCEN 


An adequate perspective is often difficult to ry) 
close by. It may be that their problems seem | 
investors and securities brokers in the Eastern : 
great markets, with their multitude of facts to : 
to analyze, are always at their elbow. Hence it 
two Western financial editors who have a cert 


templating the securities market and the corpo 


in today’s evaluations, that the market 
has carefully discounted probabilities. 
If taxes should be computed on the basis 
of invested capital exclusively, conse- 
quently, today’s market on these stocks 
would not be far out of line. 

Figuring taxes on the most severe 
basis so far suggested, it is indicated 
that the stocks in the Dow-Jones In- 
dustrial averages would still earn around 
$7, as against something over $11 last 
year. On this extreme calculation, then, \ 
these stocks would still be earning about ‘ 


7 per cent on present market values. 


Wear and Tear 


Obviously 7 per cent in a period of 
extremely high activity and heavy war 
production is not satisfactory. It would 
not really compensate for today’s heavy 
wear and tear on facilities, nor would 
it amply cover the building up of con- 
tingency reserves for post-war needs 
and at the same time permit dividends. 

But, remember that this is the extreme 


(continued on page 16) 


MID-CONTINENT VIEW OF LOGICAL 


] BROKER-INVESTOR COOPERATION 


By Thomas H. Walker, Financial Editor, The Denver Post 


KET SCENE FROM A DISTANCE 


n difficult to obtain when objects of interest are 
roblems seem particularly perplexing at times to 
in the Eastern section of this country because the 
ide of facts to study, rumors to discard, emotions 
lbow. Hence it is a relief to receive the views of 
tho have a certain advantage of distance in con- 


and the corporate scene. 


ITH banks overflowing with 

idle funds, never has there been 

such a universal demand from investors 

who own this money for advice on what 

to do with it. How can I protect my 
capital ? 

Brokers are in position to answer the 

That's 


cording to the way we look at their 


question, their business, ac- 

functions and activities in the West. 

They have the material to work with 
\ ... the results of research, corporate 
( statistics of earnings and assets, minds 
long trained in the securities business, 
and plenty of good securities to make 
selections from. 

Is there something more than thor- 
ough service that investors seek in these 
parlous days? Are there questions 
awaiting answer which are more funda- 
mental than securities and service in 
acquiring the right ones? Perhaps I 
can answer one question without hear- 
ing it—there will always be a Wall 
Street. You can count on that! 

The nation must have a market place 


for those who want to ride along with 
American industry. And American in- 
dustry is, deep down, just as lusty as 
ever. True, World War II has changed 
some of its activities, but the war will 
not last forever. As I see it (and I have 
been scanning the market scene for a 
long time), there will always be plenty 
of business for a broker who lives up 
to the “Street’s” best traditions and ag- 
gressively goes after trade. 

To use a hackneyed simile: the man 


who wants to buy a varied bill of goods, 


Thomas H. Walker 


All he 


wants, and precisely what he wants, is 


goes to a department store. 
to be found under one roof. So an in- 
vestor goes to the place where an in- 
finite variety of stocks and bonds are 


sold in order to make his purchases. He 








cannot “go it blind” at any time, but 
especially this year, along a path strewed 
with high corporate taxes. The guid- 
ance as well as the salesmanship of well- 
informed brokers are called for by con- 


And by 


salesmanship I mean the art of supply- 


ditions affecting investment. 


ing a customer with “goods” that meet 
his exact needs, 

Granted that brokers are in a strategic 
position to serve America’s investors 
with an efficiency never before possible, 
let’s look at some important factors 
to be kept in mind in approaching the 
serious business of investment. 

One thing we can expect is a con- 
Under 


present conditions, money is a drug on 


tinued low return on money. 


the market and not altogether acci- 
dentally so. The Government wants 
to keep down interest rates in order to 
permit the financing of the war at as 
low a monetary cost as possible. After 
the war, many new developments will 


It will 


be necessary to maintain a large mili- 


serve to restrain interest rates. 


tary establishment. The army and navy 
must be kept up. Enemy territory must 
be policed to keep the Axis powers from 


(continued on page 12) 




















How 
Colleges Invest 
Endowment 


Funds 


(continued from page 5) 


changes due to priorities and rationing, 
although we are prepared to do so when 
and if the picture is clearer as to specific 
companies . . . It is our belief that 
future taxes are unpredictable and there- 
fore any drastic action along these lines 


may turn out to be entirely wrong.” 


Mixed Opinions 


From another institution, an Eastern 
liberal arts college: “A considerable 
difference of opinion seems to eXIst 
among college investment ofhcers with 
respect to the relative investment merits 
of common stocks as endowment invest- 
ments. There is a general belief that 
industrial profits will be restricted by 
higher wages and material costs, in- 
creased taxes, and the imposition of 
price levels. Our finance committee has 
aimed to strike a well-balanced propor- 
tion of different classes of investments. 
We believe our holdings of common 
stocks are sufhcient to enable us to bene- 
fit materially during any period of ris- 
ing equity values, without involving 
excessive risk as the result of market 
depreciation or loss of income under 
less favorable conditions.” 

A small college presented these points 
of view to the Council: 

“Several of our trustees, men of 
means, employ the best advisory  ser- 
vices for their own accounts. Our bank 
has an investment counselor, and our 
college employs a firm of investment 
counselors in New York City in whom 
we have great confidence. Our policy 


is: cash and governments, 10 per cent; 


bonds, 45 per cent; preterred stocks 15 
per cent; common stock, 30 per cent. 
We have paid no attention to war stocks 
but have invested in commons that have 
weathered all the depressions and paid 
regular dividends.” 

The larger table with this article gives 
an overall picture of the investments of 
120 colleges and universities, compris- 
ing the employment of more than $1,- 
326,000,000. It will be noted that the 
average rate of income return of the 
highest and lowest brackets, in respect 
to size of endowments, was the same— 
4.16 per cent—as of June 30, 1941. The 
Council’s financial study also deals with 


a sixteen-year rate of income of 45 in- 


stitutions, some with endowments of 


$15,000,000 or more and others hold- 
ing smaller totals of investments. (See 
smaller table.) 


Income Rises Slightly 


The rate of return it will be seen, was 
slightly larger in 1941 than in the pre- 
ceding year. The 4.43 per cent was, in 
fact, the largest, with a single exception, 
in eight years. 

The record of principal growth among 
these 45 institutions is of a nature to 
attract attention. During the worst 
years of the depression of the 1930’s, 
especially after great social changes be- 
come prominent, many college authori- 
ties expressed the belief that the day of 
large bequests was passing away. This 
point of view has been reiterated since 
the United States entered the war and 
taxation clouded the horizon more and 
more. Nevertheless, endowment prin- 
cipal of 45 colleges alone has increased 
$117,000,000 since 1935. 

Gifts have been smaller in size, but 
the well-spring has by no means dried 
up. As a trustee of a great university 
remarked recently, “Many of the older 
and once counted upon sources have 
dwindled, but, in smaller totals, en- 
dowment funds seem to keep coming 


from new directions.” 


New Head of A. S. E. F. 


(continued from page 2 


men and public officials. In many cases, 
they are sitting down at a common 
table and discussing common problems. 
Wall Street long ago shed its silk hat 
and_ spats. 

“T have no illusions about myself, and 
I shall need the help and advice of all 
members of the Association. At their 
conferences the American Indians 
would sometimes present each other 
with a small gourd of oil and say: 
‘With this oil we wish you to clean 
out your ears that you may hear our 
words.’ I have done this to myself, and 
I will listen to others of the Associa- 
uion. 

“Our task is three-fold. First, and 
most important, we must hear of every 
suggestion that will enable us to help 
in the war effort, and in the defense 
of our country. We must have the help 
of the Association members on the mul- 
titude of technical questions that are 
presently being considered. Then there 
is the question of public relations. It is 
up to us to see to it that the country 
we defend remains the land of the free 
and of free enterprise. We have a jcb 
to do in spreading the real facts, in- 
cluding information about the essential 
place of the securities market in a free 
economy.” 

Mr. Clark was born in Steubenville, 
O., on April 25, 1894. A graduate of 
the University of Wisconsin, he served 
in World War I as private and sergeant 
of the 332nd Infantry, and, as a lieuten- 
ant, acted as an instructor in several 
army training schools. In 1920 he joined 
The Wall Street Journal, going from 
that publication to Livingston & Co., 
Stock Exchange firm, in 1922, where 
he became a partner five years later. 
He continued as a partner when this 
house was merged with Abbott, Proc- 


tor & Paine in 1934. 




















HE bonds, which were recently 

publicly offered and sold by a large 
underwriting syndicate, represent the 
company’s first application to list any 
of its securities issues on the New York 
Stock Exchange. 

By this financing, the company has 
accomplished the refunding of its fund- 
ed debt, as well as that of its wholly- 
owned subsidiary, the Virginia Public 
Service Generating Company. The out- 
standing debt now consists of $26,000,000 
aggregate principal amount of its First 
Mortgage Bonds, 334°% Series due 1972, 
and $10,500,000 Sinking Fund Deben- 
tures, 5°4, due 1957, which were con- 
currently offered. 

Virginia Public Service Company is 
engaged in supplying electricity at retail 
and wholesale in Virginia and West 
Virginia. The company was organized 
on January 8, 1926 as Virginia Central 
Power and Light Company and shortly 
thereafter changed its name to Virginia 
Public Service Company. On February 
26, 1926, Alexandria Light and Power 
Company, Virginia Western Power 
Company, Virginia Northern Power 
Company, and Southside Virginia Pow- 
er Company were merged with it and 
on December 1, 1926, Newport News 
and Hampton Railway Gas and Elec- 
tric Company. 

In addition, Virginia Public Service 


Company has acquired the physical as- 
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sets of various smaller utility companies 
and has bought utility assets from sev- 
eral municipalities. The company has 
experienced a substantial and continu- 
ous growth. In recent years this was 
considerably accelerated by the National 
Defense Program. Population of the 
territory served has been estimated by 
the company to be approximately 
545,000 persons. 

The larger part of the territory served 
extends through the central part of Vir- 


ginia from the Potomac River on the 


north to the North Carolina State line 


on the south and into the west-central 
part of Virginia and the east-central 
part of West Virginia. From operations 
in this territory, which includes Arling- 
ton County and seventy incorporated 
cities and towns in Virginia, among 
which are Alexandria, Warrenton, 
Staunton, Waynesboro, Charlottesville 
and Lexington, as well as ten incorpo- 
rated cities and towns in West Virginia, 
the company derived approximately 


(continued on next page) 


Virginia Public Service Operating Station at Bremo Bluff, Va. 
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How Can I Protect 
My Capital? — 
An Editor Answers 


(continued from page 9) 


building a new military machine. Up- 
keep of a powerful military force by 
the United States will mean a continu 
ance of high taxes. This will cut into 
future corporate net profits and affect 
dividends, 

“Avoid the war babies” seems to be 
as good advice as it was in 1918, when 
the pattern of things to come was be- 
ing drawn in the Argonne Forest. Divi- 
dends of stocks in this category will be 
cut, and investors in them may easily 
suffer a shrinkage of capital when nor 
mal peace times return. This advice, 
therefore, may seem to be gratuitous 
and quite obvious: Study to find a stock 
that is making a reasonable profit now, 
and after the war will be likely to re- 
Such 


advice, however, is hot so difficult to 


sume its former earning power. 


follow in practice, for there are old-line 
corporations that have weathered many 


a storm. 


Future Outlook 


Running the chance of appearing to 
le pedantic, I would Say that, by re 
taining undue amounts of cash, inves- 
tors may by-pass investment opportuni- 
ties; and brokers who draw customers’ 
attention to good equities, with fatare 
earnings possibilities, will be doing them 
a good turn. Buy stocks that are show- 
ing increases from an equity standpoint, 
rather than basing decisions on present 
dividends. Most investors do not neces- 
sarily want additional income now, be- 
cause of war-time taxes. 
There are many good stocks avail- 
able that have a thoroughly recogniz- 
able bright future. A broker's study of 
underlying conditions will reveal “bar- 
gains.” Investors who pick up stocks 


whose equity values will increase, or 
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stocks of corporations that should go 
on a dividend basis, or increase pay- 
ments, under peace conditions, will dis- 
cover later that they have solved an 
investment problem. A large order, 
that? Well, it will take research and 


study ... plenty ... but the necessary 


facts are available to and 


investors 
brokers who dig for them. 

The outlook for municipal bonds is 
not good for the ordinary investor, be- 
cause of high prices (you are in exclu 
sive company among the holders of 
high-grade municipals) and the low 
prevailing yields. Maturity dates soon 
roll around and the investor sees his 
capital lessened because he paid a high 


price for “safety.” 
Subject for Study 


Probabilities affecting the nation’s 
future income must be pondered deeply. 
The swollen earnings of the rank and 
file of workers will be cut after the war 
ends, and income will come out of the 
actual profits of private industry, not 
out of government deficits. 

One of the optimistic signs is the 
vast, stored-up buying power that is 
latent in War Savings Bond holdings. 
This backlog will increase as govern 
ment applies harder and faster rules to 
control the additional money going into 
the hands of war workers and others. A 
big problem is to make these holdings 
“stay put” in the hands of the 
original purchasers. 

Some observers seem to find it odd 
that brokers are able to find so many 
ready buyers when “after the market” 
offerings are made, or special offerings 
occur on the Big Board during usual 
business hours. I don’t find anything 
puzzling about the success of these un 
dertakings. Why? 


sell the securities, spurred by higher 


Because those who 


commissions and the joy of participat- 
ing in a new piece of business, inform 
themselves fully about the stock they 


intend to sell, its value from an earn- 


ings and dividend standpoint, and_ its 
outlook for the future. They transmit 
these salient facts to prospective buyers. 
They do a sound selling job with a 
worthy product to sell. 

Investors are looking to the nation’s 
brokers for advice, if I may make a 
kind of summary. The brokers have 
ample facilities to reach solid conclu- 
sions. There is nothing to fear. Ameri- 
can industry always has risen, and al- 
ways will rise, from every handicap that 
throws it off-stride. There is plenty of 


real progress waiting on ahead. 


Virginia Public Service 
Bonds Are Listed 


(continued from page 11) 
75°4 of its 1941 electric gross operating 
revenues. 

The remainder of the territory served 
by the company is that part of the 
“Peninsula,” between the York River 
and the James River, in Virginia, lying 
southeast of Lee Hall and Yorktown 
and including the towns of Newport 
News and Hampton. It is from this 
territory that the company derives the 
balance of its electric operating revenues. 
In addition, gas and transportation ser- 


vices are rendered in this area. 


Property Investment 

In 1941, according to the listing appli- 
cation, 86.7°”, of consolidated gross oper- 
ating revenues was derived from electric 
current. Between January 1, 1937 and 
December 31, 1941, the company and 
its subsidiaries increased its net property 
investment by $4,441,127. As of March 
31, 1942, the 


balance sheet, after reflecting results of 


pro forma consolidated 


refunding the long-term debt and cer- 
tain other adjustments showed gross 
assets of $59,539,710. For the year ended 
March 31, 1942, the company reported 
consolidated gross income, after provi- 
sion for taxes and depreciation but be- 


fore deduction of interest, of $3,224,278. 


<< 





ce 


ing 


ved 
the 
iver 
ing 
wn 
port 
this 
the 
ues. 


Ser- 


»pli- 
per- 
tric 
and 
and 
erty 
arch 
ated 
s of 
cer- 
TrOSS 
ided 
rted 
rOVI- 

be- 


a 
273. 
527 





T' 1E Old Timer came into the office, 
quoting Shakespeare incorrectly— 
“"Tis true, “tis pity, pity “tis 7f true.” 
If what I heard a few minutes ago 
from a broker who used to be a pretty 
good thinker, he said, has any merit of 
fact or even of prophecy about it, the 
Bard of Avon didn’t know the half of 
it. This man—this broker—asserted 
solemnly that the character of business 
in securities has changed permanently. 
And in order to fit himself into the new 
scheme of things, he has altered even 
his manner of speech, to say nothing 
about the conservative, even lofty, bear- 
ing he maintains toward customers. I 
got dizzy listening to him and watch- 
ing his new technique. 

* *% * 

When I said something about a 
“trading profit,’ he corrected me. He 
made it “a capital gain.” I said it 
looked to me as though some of the 
rails ought to go higher. He conceded 
cautiously that there might be an “op- 
portunity in them for price apprecia- 
tion.” A customer over beside a ticker 
said something about “speculation” and 
the broker shivered. Yes, sir, he shiv- 
ered and looked a bit wan, And then 
someone called him on the ‘phone. I 
Was sitting beside his desk and couldn't 
help hearing his side of the conversa- 
ition. Maybe the fellow on the other 
end was a lawyer for an estate. Any- 
way, the talk went about like this: 

“Yes, George, I went over that list 
with care. I'd suggest that you add a 
couple of hundred Union Can com- 


mon for the sake of equilibrium in the 
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fund. Besides, you have more cash idle 


than is necessary. . . . Union Can 
might go down? ... Well, even the 
best stocks fluctuate—they can be tem- 
porarily depressed at times. . . . But, 
remember, you disposed of 200 shares 
of Supra Hardware at a fat prof—er, 
a reasonably satisfactory appreciation a 
few days ago, and Union Can would 
maintain diversification, considering the 
bonds and other stocks in the portfolio. 

Is Union likely to rise? That 
would depend on market conditions, 
of course. Anyway, it ought to pro- 
mote stability in the portfolio, it seldom 
fluctuates widely. Stability is worth 
All right, 


George. Thanks for the business.” 


having these days. 


I ask you, the Old Timer said, is 
that the way for a broker to talk? Is 
that merchandising? 

* * * 

But I got a line on what made this 
broker that way before I left him. He's 
let an idea seize him that trading in 
stocks, with clear-eyed reasoning before 
selections are made, and with the use 
of some gumption, for the purpose of 
making money, is gone forever. And, 
thinking it is gone, he wants to bury all 
trace under a mess of new words and 


phrases. One moment he speaks like 


the trust officer of a bank, at another 
like an investment counsellor, although, 
while I listened closely, I didn’t learn 
that he has a new-fangled synonym for 
“commissions.” 

* * 4% 

The present besetting thought of this 
broker is that portfolios of securities of 
one kind or another are the principal 
sources of brokerage business worth so- 
liciting and serving. Maybe that’s the 
result of all these secondary offerings 
and special sales on the Stock Exchange 

. taking his attention off the larger 
business of the board. That's the 
trouble with an innovation—untul it be- 
comes grooved along side’ of older 
processes, it can look as though it is 
going to be top dog. That’s what I told 
him, but he was thinking about some- 
thing else and didn’t hear me. 

* * * 

He was thinking out loud, as though 
I wasn’t sitting within three feet of 
him, and along some such line as this: 
the public, with its time and attention 
taken up by the war, priorities, price 
ceilings, taxes and so on, would have 
little free capital or an inclination to 
“buy and sell in pursuit of capital 
gains” for the duration. And the dura- 
tion was of unknown extent.  Invest- 
ment, then, comprised pretty much the 
entire market picture; and the principal 
investment business was being origi 
nated by investment trusts and other 
big factors of centralized activity in 
securities. Switches—no, “transfers of 
funds from one situation to another,” 


(continued on page 14) 








Law of Diminishing Returns Threatens 


(continued from page 7) 


The most important conclusion to be 
drawn from the above figures is that 
in granting a 5 per cent increase in 
wages, which in the case of this com- 
pany amounts to $1,660,000, the Govern- 
ment loses $1,494,000 in taxes and the 
company only $166,000 in net after taxes. 
Approximately go per cent of the wage 
increase is paid for by Uncle Sam. 

Now it is true that the Government 
will not stand to lose all this money, 
because under the House tax bill the 
rates on individuals have also been 
raised, particularly in the lower income 
groups. Thus many whose incomes 
were sufficiently low to escape taxation 
under former laws would be forced into 
the taxpaying class under the new act. 

The steel company referred to earlier 


stated in its annual report that during 


Approximate Gain in Taxes . 
Approximate Loss in Company Tax . 


Net 


Loss to Government 


the last three months of 1941 the average 
earnings of its workers amounted to 
$1.13 per hour, and that average hours 
worked per week totaled 40.6. If we 
consider that none of this was in over- 
time, the average weekly wage would 
be about $45.88. Assuming steady em- 
ployment throughout the year, the in- 
the worker would 


come ol average 


amount to roughly $2,386. As pointed 
out, however, this worker has received 
an increase of approximately 5 per cent 
so his annual income is now running at 
the rate of $2,505. 

We do not know whether this worker 


is single, married, or married with de- 


$1,188,000 


pendents, but his income taxes under 
the new rates can be estimated roughly 
as in table below. 

It is quite obvious from the above 
that the worker will have more money 
to spend even after he has paid his taxes, 
but can the Government make up the 
loss in corporate taxes through the 
increase in payments by many _ indi- 
viduals? 


Hypothetical Case 


Going back again into the realms of 
assumption let us suppose that our hy- 
pothetical company is working under 
the wage scales set forth above. Its wage 


bill 


$33,000,000 and if its average annual 


before the increase amounted to 
wage had been $2,386 it would have been 


employing roughly 13,900 persons. Even 





All All All Married 
Single Married 2 Children 
$ 305.800 § 220,000 $ 320,000 
1,494,000 1.494.000 1,494,000 


$1,274,000 $1,174,000 


if all of these had been married with two 
dependent children, the bracket where 
the increase falls heaviest, the Govern- 
ment would get back only $320,000 ad- 
ditional taxes resulting from the in- 
crease in wages, as compared with the 
decline in the company’s taxes of $1,- 
494,000, 
and other classifications is summarized 


The Government’s loss in this 


in the table above. 
If we assume that there are approxi- 


mately even numbers in the three 


groups, the loss to the Government 


would average out at $1,212,000, 
It becomes obvious that the taxes con- 


templated by the House throw too large 


ESTIMATED 1942 INCOME TAX 


On Income ot $2386 
On Income of $2505 
Income 
Increase $119 


14 





Married with 
Singk Married Dependents (2) 
$328 $208 $58 
350 224 81 
Taxes 
$ 22 $ 16 $23 


a share of the burden on the corpora- 
tion. Further increases in costs, of 
which labor is the most important, can- 
not be carried and must therefore be 
taken out of taxes. A better tax balance 
must be achieved through higher rates 
on individuals in the lower brackets. 
The example we have selected is but 
a microscopic portion of all American 
industry. At the end of 1941, the Beth- 
lehem Steel Company alone had about 
188,576 employees. Its payroll during 
that year amounted to $364,354 


9322 Or 
over ten times that of our hypothetical 
example. There are thousands of com- 
panies in this country which, having 
converted to war production months 
ago, are rapidly reaching full capacity. 
To expand production facilities further 
will become increasingly difficult in the 
face of rising shortages in basic ma- 
terials. Wage increases in combination 
with present tax policies will vastly com- 


plicate the financing of the war. 





Small (Ex) Change 
(continued from page 13) 
as he put it—were likely to engage 
brokers who were on their toes and 
aware of underlying tendencies, and he 
was going to make a specialty of that 
business every day of the week. 

It’s no skin off my neck, mind you, 
But | 
have to think he'll find pretty soon that 
Of course 


investment business in good-sized pieces 


how this broker runs his office. 
he’s in too narrow a rut. 
is fine to have. But because the old- 
fashioned auction market has kind of 
shrunk this year for reasons well 
known, a man is taking a long chance 
in: deciding that its natural character has 
dropped by the wayside. Trading for 
a profit, or “a capital gain” if that suits 
you better, is too much a part of the 
American way to be written off by 


anybody, anytime. 


in- 


yut 


an 


Ou, 
it I 
hat 
irse 
ces 
Id- 
of 
ell 
nce 
has 
for 
lits 
the 


by 


Why the Growing Popularity 


of “Special” and “Secondary” 


Offerings of Listed Securities? 


(continued from page 3) 


come from the portfolios of investment 
trusts and other investment funds which 
sought to diversify their capital ac- 
counts. Of the 181 secondary offerings 
of Stock Exchange stocks in 1941, fully 
>5 were believed to have been of British 
origin... for British Government ac- 
count, It is not difficult to see that the 
pressure of time is insistent when cash 
must be raised to meet taxes or press 
on with a war, or when investment 
perplexities require important “switches” 


of securities. 
Of Recent Origin 


Special offerings on the Stock Ex- 
change began on February 19 of this 
year. The fact that this new method 
for using Exchange facilities for necessi- 
tous liquidation has already resulted in 
39 Operations, marketing more than 
230,409 shares with a sales receipt of 
over $7,352,670, is less significant than 
the rising tempo of the business, Spe- 
cials in August numbered 11, in con- 
trast with 8 in March, the next highest 
month, 5 in July, 2 in May, 5 in April 
and 4 in February. 

The popularity of the “special mar- 
keting method has been further indi- 
cated by heavy oversubscriptions of 
most of the more recent offerings. When 
member firms, acting for customers, 
urgently apply for more than twice the 
amount of stock available in an offering 
of 17,000 shares of U. S. Steel common, 
it is evident that both merchandising 
eflorts and customer demand have been 
aroused, 

Time-pressure acting on the principals 
in special offerings meaning the 


owners of blocks of securities .. . causes 


them to seek the assistance of Stock 
Exchange firms. Working against time, 
the brokers representing the principals 
have gained experience through prac- 
tice in interesting other Exchange mem- 
bers, who, in turn, draw the attention 
of their customers to the coming offer- 
ing. The stipulated hour for the sale 
arrives, the “special” is announced on 
the ticker tape, orders for the shares 
are received on the floor of the Ex- 
change. Thorough preparation, both as 
respects brokerage participation and re- 


tail marketing, has narrowed the time 


In case too much emphasis might 
seem to be here placed on special offer- 
ings as a method for transacting busi- 
ness on the Stock Exchange, it should 
be said that no stocks may be so offered 
unless the authorities of the board de- 
termine that the shares could not be 
disposed of without a possible unwar- 
ranted or unreasonable disturbance of 
the price level zn a reasonable time- 
interval through the ordinary auction 
method, 

If special offerings and secondaries 
are examined from the seller's view- 
point, considerable more is found to 
be involved than a convenience to own- 
ers of slow-moving securities. The 
market flexibility attained by the new 
methods has become important to the 
managers of large reservoirs of capital 
in the form of listed securities. It has 


been no secret that large segments of 





WHAT ARE THE ELEMENTS THAT PROMOTE PUBLIC 
DEMAND, CAUSING “ALLOTMENTS” IN MANY 
SPECIAL SALES? 





required for sales of large blocks of 
well-known issues, in many cases to 
fifteen minutes. 

To illustrate the improvement in mar- 
keting “technique” since special offer- 
ings were instituted, these contrasts 


might be mentioned: 


No. of Elapsed 
Date — Shares Company Time 
2/27/42 5,000 Wm. Wrigley 1 hr. 6 min. 


8/21/42 5,000 Hercules Powder 15 min. 


Actually, many special offerings have 
lately been completed in less than 15 
minutes, but when it is seen that an 
oversubscription is coming, the books 
are kept open in order to accommodate 
orders received during a quarter-hour 
after announcement of the offering. 
More time is often required to compute 
the allotment in oversubscribed trans- 


actions than for the filing of buy orders. 


fire insurance company, investment 
trust, and philanthropic funds, among 
others, have been partially frozen for 
several years. That is, during the in- 
terval of growing dullness in the gen- 
eral securities markets. The result has 
been two fold: investment fund man- 


agers have been handicapped in making 
desired transfers from particular securi- 
ties to others, and hesitation has arisen 
about making commitments of “new 
money” in large amounts in individual 
issues. Once frozen, twice shy! 

But this situation has been altered by 
the success of secondaries and specials. 
Investors can be less apprehensive of 
being “locked in”; they can go about 
their program hinged on selection and 
diversification with increased confidence 


(continued on page 16) 








Market Prospects Not All Gloomy 
In Light of Earnings 


(continued from page 8) 


suggestion for taxation. There is every 
indication that the actual law will be 
tempered somewhat sO as to take into 
consideration the industrial problems 
and hazards. Prospects are that either 


somewhat larger earnings will be 


permitted or a post-war rebate plan 
adopted. 


EDITOR’S NOTE: 
examination of the 
Jones & Co 


Another statistical result from 
stocks comprising the Dow, 
industrial average would be this: dur 
ing 1941, the average earnings per share of the 30 
tocks amounted to $5.39. While it is not possible 
to calculate a corresponding average for 1942 on 
the basis of the first six months’ earnings, as some 
of the companies do not report on a semi-annual 
basis, it is indicated that earnings will be 
what than in 1941. On the 
dividend payments for the last halt of 
the first half of 1942, as against current market 
values of the 30 stocks, show that they are priced 
currently to yield 6.9 per cent. 


some- 
other hand, 
1941 and 


lower 


Meanwhile, some companies took the 
worst possible view in estimating taxes 
for the first half. In the 1941 period 


many of these companies were low in 


Company’s Stock 
Awarded As 


Sales Prizes 


\ \ 71TH demand far in excess of 
supply in case of many impor- 


tant products, incidents carrying a 
reward for salesmanship and the de- 
velopment of new markets have an 
inspirational value. Superficially, the 
draft upon food supplies would seem to 
be so great, what with huge Lend- 
lease requirements piled on top of extra 
tonnages to be provided for the army 
and navy, that the work of salesmen 
would appear to be routine . com- 


prised in “taking orders.” 


16 


tax estimates, had to revise upward later. 
This obviously somewhat distorts com- 


parisons on the unfavorable side. 


By way of clarification, it must be 


noted that the Exchange Magazine's 
reported decline of less than 20 per cent 
in corporate earnings is not an average 
of all stocks. Rather, it is an average of 
the various groups, and some good 
showings thus served to offset the gen- 
eral downward trend. Railroads, for 
instance, showed earnings nearly 43 per 
cent higher than in the 1941 period. 
Some groups are in favored positions, 
then, and this gives something of a 
fillip to the market. Still, the general 
market price level is not discouraging. 
Even 7 per cent earnings on investment 
is not devoid of allure inasmuch as 
Uncle Sam has decided to finance the 


war on a 2!4 per cent basis. 





General Mills, Inc., the flour and feed 
manufacturing company, has a differ- 
ent idea about the worthwhileness of 
steady selling. The annual territorial 
sales contests were held this year as 
usual. Preliminary to the awarding of 
prizes, D. D. Davis, President, swung 
around the circle to the extent of 10,000 
miles, visiting divisional sales offices in 
ten cities. Formalities lending emphasis 
to sales effort were maintained as in 
peace times. Dinners at each divisional 
headquarters city were made the setting 
for the awarding of prizes. 

The war effort was recognized, how- 
ever, by something extra . . . besides 
General Mills stock awarded to win- 
ning salesmen, War Savings Bonds 


were presented to their wives. 


A feature of sales psychology with 
this company, which deals with prod- 
ucts of the soil, is centered in a “sales 
year,” ending May 31. This corresponds 
with the crop year. The sales job is to 
distribute the equivalent of each crop 
as it is converted into foodstuffs. 

During each year monthly prizes are 
given within each division to the branch 
office with the best record. The cumu- 
lative records, taken from the charted 
results, comprise the results bringing 


the annual prizes. 


“Secondaries”? and 
“Special ”? Sales 


(continued from page 15) 


that they will find room to turn around 
market-wise when the need arises. The 
new procedure affords them consider- 
able relief until the day when the auc- 
tion market will again afford a volume 
of purchases and sales sufficient to ab- 
sorb easily most sizable offerings. 
From the viewpoint of the purchaser 
of securities in secondary or special 
offerings elements can now be seen 
which were not clearly discernible when 
the marketing departures were first 
undertaken. Cynics back there—and 
they were not all outside the Stock Ex- 
change’s own ranks—credited the rela- 
tively smooth functioning of the newly 
fashioned market machinery to a bro- 
kerage commission higher than the 
Exchange’s minimum rate. The cus- 
tomers were “sold” the offered securi- 
ties, fundamentals of the auction mar- 
and broker and 


ket were innovated 


dealer income was increased, This was 
the criticism. 

Nobody has ever denied that a sales- 
man in any field will work harder for 
a higher commission than for a lower 
one. But the probability was over- 
looked two years ago that, if secondary 
and special offerings should prove to be 
business 


successful, competition for 


wold arise. With competitive bids for 
blocks of stocks, the price “spread” 
\ | tend to decline. This is exactly 
what has happened. 


vat does the investor see in the 
way of opportunity afforded by a spe- 
cial offering, granted that his attention 
is drawn to it by brokers? First of all, 
he sees a seasoned issue which has, until 
the day of the sale, been held by another 
investor, institutional or individual. He 
is aware that no one is trying to “un 


load” anything on him. There is an in 


MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 


1942 1941 
MONTH END DATA AUGUSI JULY JUNE AUGUSI 
1. Shares Listed ; (Mil) 1.17] 1.471 1.470 1.164 
2. Share Issues Listed . . . . ee oe (No. 1.241 1.239 1.212 233 
3. Par Value of Bonds Listed « « (MES) 65.277 63.992 61.899 56.101 
4. Bond Issues Listed (No.) 1.1148 1.150 1.152 1.272 
5. Total Stock and/or Bond — (No.) 1.213 1.212 1.213 L277 
| 6. Market Value of Listed Shares (Mil. $) 34.872 shbtd 3.419 11.472 
7. Market Value of Listed Bonds Oe ee ee (Mil. S) 62.720 61.277 59.112 53.217 
8. Market Value of All Listed Securities . . . . . (Mil. $) 97.592 95.721 92.531 94.68) 
9. Flat Average Price—All Share Issues . . a HS 35.31 35.00 34.28 39.59 
| 10. Shares: Market Value ~ Shares Listed « (8 23.70 23.42 22.73 28.32 
11. Bonds: Market Value — Par Value ($) 96.08 95.76 65.5) 91.86 
| 12. Stock Price Index (12/31/24=100) . 4 (%) 17.2 16.6 5.3 56.5 
13. Shares in Short Interest ~« «= « Eom) 533 517 511 170 
14. Member Borrowings bog ai em, ae SS cee ~ 326 340R 340 513 
| Per Cent of Market Value ‘of ‘Raed PRONE << a on wr ce EK) 0.93 1.00R 1.02 1.21 
15. N. Y. S. E. Members’ Branch Offices (No.) 764 772 768 887 
| 16. Total Non-Member Correspondent Offices . (No. 2.560 2.615 2.647 2.997 
| DATA FOR FULL MONTH 
| 17. Reported Share Volume . ae (Thou.) 7.387 8.374 7.166 10.875 
Daily Average (Incl. Sitaedegs) (Thou.) 281 322 287 1s 
Daily Average (Excl. Saturdays) (Thou.) 320 348 315 161 
Ratio to Listed Shares See a ee) en 0.50 0.57 O51 0.71 
18. Total Share Volume (Incl. Odd tan oo we. Gt wos Wee 9.932 15.036 
| 19. Money Value of Total Share Sales ‘ (Thou. $) 232.917 sF.20) 
20. Reported Bond Volume (Par Value) ..... . . (Thou.s) 159.938 125.65 133.776 1W.157 
| Daily Average (Incl. Saturdays) oh wm «SPs 6.152 1.831 5.115 5.391 
| Daily Average (Excl. Saturdays) << sw & + « Vee) 6.952 9.222 5.053 6.073 
Ratio to Par Value of Listed Bonds . . .... . (%) 247 200 216 250) 
| 21. Total Bond Volume (Par Value) . (Thou. $s) 139.586 1ht.101 
22. Money Value of Total Bond Sales ek te us ee “GG Se 72.623 74.500 
23. N. Y. S. E. Memberships Transferred « « (ey) 2 7 9 { 
Pride Price ‘ (S$) 23.500 22.333 23.66 31.000 
24. Stock Clearing Corporation: 
| Average Price of Settled Shares ($) 19.1 20.6 20.4 19.5, 
| 
Note: Items 13. 14. 18, 19. 21. 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 
| second full preceding business day. R—Revised. 


vestment appeal about an old-estab- 
lished security coming from the 
K. Millionbucks estate,” 


old portfolio of “the 


“John 
or the 50-vear 
Triedtrue Fire In 
surance Company.” 

The investor buys at a fixed price at 
a special sale and pays no commission, 
While com 


missions on the Stock Exchange in or 


as this is paid by the seller. 


dinary dealings are small, no commis 


sion at all is an added incentive. The 


prospective buyer at retail can learn 


easily enough by inquiry that the firm 


responsible for a special offering has se 
lected it among a number because of its 
merit... Many overtures by holders of 
blocks of stock are declined by brokers 
if merit and marketability do not pass 
critical eyes. 

In other words, several items of evi 
dence that a special offering, to refer to 
the method currently especially active. 
is worth buying at the price, comes to 
the attention of buyers at retail, The 
psychology involved is as old) as the 


law of supply and demand. 























“THE INCONCEIVABLES 


OF ONLY TWO YEARS AGO 


ARE TODAY’S REALITIES” 

















The Scientific Vision:* 


The Realistic Product:* 











“The war is compressing into the space of months 
developments which might have taken us half a 
century to realize if necessity had not forced the 
pace. These pressures are unprecedented. The 
developments are unprecedented. Give us a vic- 
torious peace and the freedom of enterprise it 
should guarantee, and our progress will be un- 


precedented. Let our swords be mighty and 


mighty indeed will be our plowshares.’’* 


“Our aviation industry is establishing facilities for 
the manufacture in one year of almost double the 
number of planes it produced during the 37 years 
of its history beginning with the Wright brothers 
at Kitty Hawk and culminating in the defense pro- 
gram. As measured by the whole pace of develop- 
ment, we are now in the 1960's of motor cars... 
Aluminum production will be seven times greater 


by the end of next year than it was in 1939.”* 





AS YOU BUY UNITED STATES WAR SAVINGS BONDS AGAIN 
AND AGAIN, CONSIDER THIS SCIENTIST’S PICTURE 
OF THE AMERICA YET TO DEVELOP 





* 





* Excerpts from speech by Dr. Charles M. A. Stine, an executive of E. 1. du Pont de Nemours & Co. 

















